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INDEPENDENT AUDITOR'S REPORT

Honorable President and Members of the Village Council
Village of Ontonagon
Ontonagon, Michigan

We have audited the accompanying financial statements of the governmental activilies, the business-type activities, the
aggregate discretely presented component unit, each major fund, and the aggregate remaining fund information of the
Village of Ontonagon as of and for the year then ended March 3 1, 2008, which collectively comprise the Village's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the Village’s
management. Our responsibility is to express an apinion on these financial statements based on our audit,

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptrolier General
of the United States. Those standards require that we plan and perform the audit to obtain reasanable assurance about
whether the financial statements are free of material misstaternent, An audit includes examining,
supparting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting

principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonahle basis for our apinions,

on a test basis, evidence

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, the business-type activities, each major fund, and the aggregate remaining fund
infermation of the Village of Ontonagon as of March 31, 2008, and the respective changes in financial position and, where

applicable, cash flows thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated September 25, 2008 on our
copsideration of the Village of Ontonagon’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts, grant agreements, and other matters, The purpose of that report is 1o

describe the scope aof our lesting of internal control over finagcial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance, That report is an integral part

of an audit performed in accordance with Government A uditing Standards and should be considered in assessing the results
of our audit.

Management’s discussion and analysis and budgetary comparison information on pages 6 through 12 and 35 through 36,
are not a required part of the basic financial statements but are supplementary information required by accounting
principles generally accepted in the United States of America, We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and express any opinion on it.



Our audit was conducted for the purpese of forming an opinion on the financial statements that collectively comprise the
Village of Ontonagon’s basic financial statements, The additional information on pages 38 to 50 is presented for purposes
of additional analysis and is not a required part of the basic financial statements, This additional information has been
subject to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated
in all material respects in relation to the basic financial statements taken as a whole.

764.@(_4:_/‘4 /&ua:iém, CPAPC

September 23, 2008 Cerlified T'ublic Accountants



Village of Ontonagon
Management’s Discussion and Analysis
March 31, 2008

This section of the Village of Ontonagon’s annual Financial Report presents Management’s Discussion and Analysis of
the Village’s financial activities during the fiscal year ended March 31, 2008. The analysis focuses on the Village’s

financial performance as a whole, It is intended to be read as part of the Village's financial statements, which immediately
follows this section.

Financial Highlights

The Village of Ontonagon expended funds within budget at the end of the year. Total expenses for governmental activities

totaled £1.7 million. Tolal expenses for business-type activities totaled $1.1 million. The year end fund balance for the
Genera! Fund was $423 489,

Capital assets additions for this year totaled $780,076, which included repairs to the Quartz Street Roof, installation of
boilers, purchase of tax solware, copier, street repairs to Houghton, Lakeshore, Parker and Seventh Avenues from MDOT
grant funding, and repairs, equipment repairs and purchase, and capital improvemnents and repairs to the water system,

The Village reduced it debt hy a total of $308,262. A detail sumnmary of the changes in the long-term debt for the year
end is located on page 31 in the footnotes,

The Village transferred ownership of the Ontonagon Memorial Hospital to Aspirus, Ine, 2 private non-profit corperation,
The corporation acquired all assets and liabilities of the hospital.

Overview of the Financial Statements
The annual repert consists of a series of financial slatements including other requirements as follows:

* Management’s Discussion and Analysis introduces the basic financial statements and provides an analytical overview
of the Village's financial activities.

* The Government-wide Financial Statements cansists ofa Staternent of Net Assets and a Statement of Activities. These
provide information about the activities of the Village as a whole and represent an overall view of the Village’s finances.

Statement of Net Assets and the Statement of Activities

These statements provide information that help delermine how the Village is doing financially ag a result of the
year's activities. The statemeants are shown using a full accrual basis.

The Village's net assets and the changes in the net assets during the year are reported by these two statements.
Increases or decreases in the Village's net assets is one way to determine if the financial position of the Village is

improving or deteriorating. However, non-financial factors will need to be considered as well to determine the
overall financial position of the Village.

There are two kinds of activities in the Statement of Net Assets and the Statement of Activities:

Governmental Activities - Most of the Village’s basic services are reported here, including general administration,

fire, public works, and parks and recreation. These activities are financed primarily by property taxes,
intergovernmental revenues, and charges for services.




Village of Ontonagon

Management’s Discussion and Analysis
March 31, 2008

Overview of the Financial Statements - Continued

Major Funds: Under GASB Statement 34, the audit focus has shifted from governmental type funds to major
funds. Major [unds are the largest funds in terms of assets, liabilities, revenues or expenses/expenditures, This

allows the reader to see more detailed activity of the major funds. For the Village of Ontonagon, the General
Fund and Major Street Fund meet this requirement,

Non-major Funds: In the basic financial statements, non-major funds are consolidated into one column, These

are smaller, less aclive funds. Detailed information about non-major funds can be found after the notes to the
financial statemenls.

Business-Type Activities - The Village's sewer and water activities are reported here. A fee is charged to customers
to help defray the cost of these services.

Fund Financial Statements tell how governmental services were financed in the short term as well as what remains for
future spending. These statements also report the Village's operations in more detail than the Government-wide
Financial Statements by providing information about the most si gnificant funds.

Notes to the financial statements provide additional information that is essential to a full understanding of the data
provided in the basic financial statements.

Required supplementary information, other than Management Discussion and Analysis, provides information about the
required budgetary comparison information.

Other supplementary information provides detailed information about the General Fund, Special Revenue Funds, and
Proprietary Funds.

Governmental Funds - The Village's basic services are mainly reported in this type of fund, which concentrates on
how money goes into and out of those fands and the balances left at year end that are available for spending,
Moditied accrual accounting is the reporting method used for these funds. These statements provide a short-term
view of the Village's general governmental operations and the basic services it provides in detail. [nformation in

these statements help determine whether there are more or fewer financial resources that can be spent in the future
to finance the Village’s programs.

Governmental funds are essentially the same as the governmental activities with the exception that internal services
are included in governmental activities but not as povernmenta! funds. Gavernmenta! funds use a modified accrual

basis of accounting and focus on near-term inflows and cutflows of spendable resources and on the balances of
spendable resources,

In governmental funds, capital outlay and debt principal are reported on the Statement of Revenues, Expenditures
and Changes in Fund Balance and depreciation is not recorded, The rule for reporting accrued vacation is more
restrictive. The Balance Sheet for governmental funds does not include any capital assets or long-term debt.



Village of Ontonagon
Management’s Discussion and Analysis
March 31, 2008

Overview of the Financial Statements - Continuad

Proprietary Funds - Proprietary fimds use a full acernal method of accounting for hoth government-wide statements
and fund level statements. There are two types of proprietary funds.

Enterprise funds are used to report business like activities. In general, these funds charge a fee for their services.
The Village uses enterprise funds for water and sewer. Proprietary funds are reported in the same way that all
activities are reported in the Statement of Net Assets and the Statement of Activities. The Village's enterprise
funds are the same as the business-type activities we report in the government-wide statemenis but provide more

detail and additional information, such as cash flows for proprietary funds, All enterprise funds qualify as major
funds.

Internal service funds provide services to other Village activities or functions. Internal service funds facilitate

cost allocation of centralized services such as vehicle and equipment maintenance. The Village of Onlonagon
Equipment Fund is the enly internal service fund.

Component Units - The Downtown Development Authority component unit is a separate legal entity for which the

Village has some level of financial accountability. This component unit is shown in a separate column. More
information about the component units can be found in the notes to the financial statermnents.

The Village has another component unit, the Ontonagon Housing Commission, The Village is not financially

accountable for the Housing Commission nor does it have a significant relationship. Therefore, the Housing
Commission is not included as part of the Village reporting entity,

Summary of Net Assets

Governmental Business-type
Activities Activities
Asscis
Current and other assets 5 1,702,858 § 846,783
Restricted investrnents ] 1,186,324
Capital nssets - Net of accumulated depreciation 2,835,885 20,785,484
Total Assets _§ 4,538,744 & 22,822,591
Liabilitics
Current ligbilities b} 86,775 % 337,517
Long-term liabilities 857,292 9,048,862
Total Liabilities 944,067 9,386,379
Net Assets
Invested in property and equipment - net of related debt 2,038,136 (100,766)
Contributed Capital 248,780 11,841,388
Restricted for debt service 0 693,601
Unrestricted 1,307,761 1,001,989
Total Net Assets 3,594,677 13,436,212

Total Liabilities and Net Assets  § 4,538,744 % 22,822 591




Village of Ontonagon
Management’s Discussion and Analysis
March 31, 2008

Results of Operations

Governmental Business-type
Activities Activities
Revenues
Progrem Revenue:
Charges for services 5 64,260 ¥ 1,466,926
Grants and coniributions 182,362 H]
Capital grants and contributions 630,786 0
General Revenuve:
Property taxes 583,566 0
State shared revenue 176,926 ]
Other 117,084 49,841
Total Revenue 1,764,984 1,516,767
Fupctions/Program Expenses
General government 760,002 0
Public safety 05,382 0
Public works 559,518 1,005,945
Recreation and culture 77,164 0
Community services 15,551 0
Other 212,849 0
Total Expenses 1,750,466 1,005,945
Change in Net Assets 14,518 510,822
Net Assets - Beginning 3,580,159 12,925,390
Net Assets - Ending 8 3,594,677 & 13,436,212

The following two charts highlight the Village's governmental activities by revenues and expenses.

Revenues - Government Activities

Interest,
333,326 Other, $43,278

Grants,
$630,786

Charpes, |
$64,260 Mz



Village of Ontonagon
Management’s Discussion and Analysis
March 31, 2008

The most significant portions of the revenues for all governmental activities of the Village comes from grant revenue and
property taxes, Grant revenue was received from federal and state sources for street repairs and rental rehabilitation. The
Village’s operating millage was 11 mills, The Village charter allows the Village to levy up to 20.0 mills for operations.

The slate revenue represents state shared revenues and funds for the Major and Local Street Funds from the Michigan
Transpertation Fund,

Expenditures - Government Activities

Community
315,551
1%

General
$790,002
45%

Public Works
5%539,518
312%

Recreation -
877,164 Public Safety

4% 395,382
6%

The general area expenses represent village hall activities. The major, [ocal and road expenditures are included in the
public works area, which includes street repairs to Heughton, Lakeshore, Parker and Seventh Avenues, Marina
expenditures are included in recreation expenditures.

10



Village of Ontonagon
Management’s Discussion and Analysis
March 31, 2008

The follewing two charts highlight the Village’s business-type activities by revenues and expenses.

Revenues - Enterprise Funds

Other

$7,679 Interesl

342,162

Charges
51,466,926
87%

Expenses - Enterprise Funds

§351,615
27%

Water
$5963,138
73%
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Village of Ontonagon
Munagement’s Discussion and Analysis
March 31, 2008

Financial Analysis

Governmental Funds: The focus of the Village's governmental funds is to provide information on near-term inflows,
outflows and belances of spendable resources. Such information is useful in assessing the Village's financing

requirements. In parlicular, unreserved fund balance may serve as a useful measure of a povernment's net resources
available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the Village's governmental funds reported combined unreserved fund balances
of $1,264.,407,

The General Fund is the main operating fund of the Village. At the end of the current fiscal year, unreserved fund balance
of the General Fund was $423,489, As a measure of the General Fund’s liquidity, it may be useful to compare both

unreserved fund balance to total fund expenditures. Unreserved fund balance represents 71% of total General Fund
expenditures.

The fund balance of the Village’s General Fund decreased by $27,194 during the fiscal year. Key clements of this were
decreases in property taxes and increases in the cost of employee benefits,

Proprieiary Funds: The Village's proprietary funds provides the same type of information found in the government-wide
financial statements, but in more detail.

Fund equity at the end of the year amounted to $13,436,212. Of this amouni $12,090,168 is contributed capital from
federal and state grants, net of amorlization, $693,601 is restricted for debt service.

Budgetary Highlights

During the year ended March 31, 2008, the Village amended the budget ance. The amendment was done to cover

unbudgeted expenditures. The amendments were mainly required to reconcile actual versus budgeted level effort required
for various maintenance activities in the different funds,

Capital Assets and Debt Administration

The Village’s investment in capital assets for the governmental and business-type activitics as of March 3 1, 2008, amounts
to $31,810,100. This investment in capital assets including lang, buildings, improvements, machinery and equipment.
Additions to the general capital assets included repairs o Quartz Street building roof and boilers totaling $30,916, office
equipment and software in the amount of $10,376 and strest repairs in the amount of $622,370 paid with State and Federal
grants and Village funding, The water fund had capital repairs and improvements that totaled $40,739 and equipment
fund had additions of $75,675 in major improvements to a grader and the purchase of 2001 International Skeeter total,

Additional information on the Village's capital assets can be found starting on page 26 of this report,

Long-term debt: At the end of the current fiscal year, the Village had total debt of $9,662,075, This total amount is
backed by the full faith and credit of the Village. The Village's total debt decreased by £308,262 during the fiscal year.

Additional information on the Village’s long-term debt can be found starting page 29 of this report.

Request for Information

This financial report is designed to provide our citizens , taxpayers, customers, investors and creditors with a general
overview of the Village's finances. I you have questions about this report or need additional information, contact the
Village Manager at 315 Quartz Street, Ontonagon, Michigan 49953 or call 906-884-2305.

12



Governmental Business-type Component
ASSBETS: Aclivities Activities Total Unit
CURRENT ASSETS:
Cash and cash equivalents 3 1,584,399 § 686,053 & 2,270,452 § 67,323
Receivables 70,505 166,289 236,794 46,780
Internal balances 17,356 {17,350} - -
Due from component unit 394 11,791 12,185 -
Due to primary government - - - 15,536
Due from other governmental units 30.21% - 30211 -
TOTAL CURRENT ASSETS 1,702 859 846.783 2,545,642 129.639
NONCURRENT ASSETS:
Restricted cash - 1,186,324 1,186,324 13,316
Capital assets 5,888,271 25,921,829 31,810,100 360,430
Less: accumulated depreciation (3.052.386) {5,132.345) €8.184,731% (27.9356)
TOTAL NONCURRENT ASSETS 2,835,885 21.975.808 24.811.693 345,790
TOTAL ASSETS §___ _d.538744 § 22832501 3 27361335 $ 475420
LIABILITIES:
CURRENT LIABILITIES:
Accounts payable and acerued expenses 5 31,037 § 26,517 3 57,554 § 130
Due to component unit 15,536 - 15,536 -
Due to primary government - - - 12,185
Advance receivable 10,600 - 10,000 -
Unfunded pension liabilities, current portion 25,940 - 25,940 1,147
Bonds payable, current maturities 4.262 311,000 315.262 -
TOTAL CURRENT LIABILITIES 86,775 337.517 424,292 13,462
NONCURRENT LIABILITIES:
Bonds payable, less current maturities 297,951 9,048,862 9,346,813 -
Unfunded pension liability 496,816 - 496,816 223,728
Compensated absences 52,153 - 32,153 -
Deferred revenuc 14,372 - 10,372 -
TOTAL NONCURRENT LIABILITIES 857.202 9.048 862 9.906,154 223728
TOTAL LIABILITIES 944,067 9,386,379 18.330.446 237.190
NET ASSETS:
Invested in capital assets, net of related debt 2,038,136 (100,766) 1,937,370 -
Contributed capital 248,780 11,841,388 12,060,168 -
Restricted for debt service ~ 693,601 693,601 -
Unreserved 1,307,761 1.001,989 2,309,750 238,239
TOTAL NET ASSETS 3.594,677 13436212 17,030.889 238339
TOTAL LIABILITIES AND NET ASSETS § 4538744 8 22822591 § 27361335 § 475429

VILLAGE OF ONTONAGON

STATEMENT OF NET ASSETS

March 31, 2008

Primary Government

The accompanying notes to financial statements are an integral part of this statement,

13
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VILLAGE OF ONTONAGON
BALANCE SHEET - GOVERNMENTAL FUNDS

March 31, 2008
Other
Major Non-major Total
General Street Governmental Governmental
Fund Fund Funds Funds
ASSETS:
CURRENT ASSETS:
Cash and cash equivalents $ 3856288 285212 % 5553158 1,227,155
Taxes receivabie 20,085 - 50,440 70,505
Due from other funds 68,514 13,829 5,080 87,425
Due from component unit 370 12 12 394
Pue from governmental units - 21.240 8.971 30211
TOTAL CURRENT ASSETS b 474579 % 321293 % 619818F% 1.415.690
LIABILITIES:
CURRENT LIABILITIES:
Accounts payable 3 -3 233 8 1,836 § 2,169
Accrued expenses 26,082 1,216 872 28,170
Advanced receivable 10,080 - - 10,000
Due to other funds 15,008 - 70,028 85,036
Due to component units - - 15,336 15,536
Deferred reveniie - - 0,372 10,372
TOTAL CURRENT LIABILITIES 51,090 1.449 98,744 151,283
FUND BALANCES:
Unreserved 433.489 319,844 521.074 1.264.407

TOTAL LIARILITIES AND FUND BALANCES & 4745798 321293 % 619818

Amouins reparted for governmental activities in the statement of net assets are different because;

Capital assets used in governmental activities are not financial resources and therefore are not
reported in the funds. 2,618,084

Internal service fund (Equipment Fund) is used to charge costs of equipment and operations to
individual funds. The assels and liahilities are included in the governmental activities of the
statement of net assets, 589,308

Long-term liabilities, including bonds payable are not due and payable in the current period and

therefere ave not reparted in the funds. (877.12Y
Net assets of governmental activities 3 3504677

The accompanying notes to financial statements are an integral part of this statement.
15



YILLAGE OF ONTONAGON
GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES. AND
CHANGES IN FUND BALANCES
Year Ended March 31, 2008

Major Non-major Total
General Street Governmental Governmental
Fund Fund Funds Funds
Revenues:
Taxes ¥ 354,147 % - 8 239419 § 593,566
State revenue 176,926 164,601 58,241 399,768
Grant revenue - 560,735 70,051 630,786
Charges for services 3,522 - 00,484 64,006
Interest 16,288 2,166 5,124 23,578
Other revenue 25578 - 17,700 43,278
Tetal revenues 576,461 727.502 451,019 1.754.982
Expenditures:
General government 243,128 - - 243,128
Public safety - - 68,734 68,734
Public works 183,252 797,183 147,569 1,128,004
Recreation and culture 27,827 - 49 337 77,104
Community promotion 15,551 - - 15,551
Other 128.897 - 83952 212.849
Total expenditures 398.655 797,183 349,592 1,745.430
Excess (deficiency) of revenue over expenditures {22,194) (69.681) 101.427 9.5532
Other Financing Sources (Uses)
Operating transfers in 5,000 100,000 10,000 115,000
Operating transfers out {10,000) - (105,000} {115.000)
Tatal other financing sources (uses) {5,000} 100400 {95.00) -
Net change in fund balance {27.194) 30.319 0,427 8,552
Fund Balances - Beginning of Year 450,683 289,525 514,647
Fund Balances - Ead of Year § 423480 § 319844 §  521.074

Amounts reported for povernmental activities in the statement of activities are different because:
Governmental funds do not record depreciation and report capital outlays as expenditures. This amount

represents depreciation. (484,508)
Repayment of loan principal is an expenditure in the governmental funds, but not in the statement of activities

where it reduces long-term debt (4,262)
Accrued expenses recorded in the statement of activities are not recorded as expenditures in the governmental

funds until they are incurred. (521,492)

Internal service fund (Equipment Fund) is used to charge costs of equipment and operations to
individval funds, The net revenue (expense) is reported with governmental activities.

37.688

Change in net assets of governmental activities $ 14518

The accompanying notes to financial statements are an integral part of this statement.
16



ASSETS:
Current assets;
Cash and cash equivalents
Accounts receivable
Due from other funds
Due from component unit
Total current assets

Restricted cash

Property, piant, and equipment
Accumulated depreciation & amortization

TOTAL ASSETS

LIABILITIES:;

Current liabilities:
Accounts payable
Accrued expenses
Customer deposits
Due to other funds
Currenl maturities on long term debt
Total current liabilities

Long-term liabilities:
Bonds/uote payable

TOTAL LIABILITIES

FUND EQUITY:
Contributed capital
Retained earnings:
Reserved
Unreserved - Undesignated
Total retained earnings
TOTAL FUND EQUITY

TOTAL LIABILITIES AND FUND EQUITY

YILLAGE OF ONTONAGON

PROPRIETARY FUNDS

BALANCE SHEET

Year Ended March 31, 2008

Business-Type

Activities Governmental
Enterprise Funds Activities _

Sewer Water Internal
System Syzlem Total Service Funds
5 274,379 § 411,674 § 685,053 % 357244
63,726 102,563 166,289 -
- 23,032 23,022 15,118
19 11,772 11,791 -
338,124 549.031 B87.155 372,362
345 047 B41.277 1,186,324 -
7,872,923 18,048,906 25,921,829 1,277,19%
(2,502,993 (2,628 352 {5.132,345) (1,059,398}
5.369.930 15.419,554 20,789,484 217,801
5 6,053,101 & 16,809.862 § 22862063 $ 590.163
5 64 8 1,021 § 1,085 & -
10,778 10,089 20,867 698
- 4,365 4,565 -
25,254 15,118 40,372 157
71,000 240,000 311,000 -
107,096 270.793 377,889 855
2,800,000 6.248.862 0.048.862 -
3.907.096 6,519,655 9,426,751 8535
2,693,711 D.147.677 11,841,388 248,781
335,034 358,567 693,601 -
117.260 783.963 901.223 340,528
452,294 1,142,530 1.594.824 340,528
3.146,005 10,290,247 13.436.212 589308
b 6,053,101 § 16800862 § 32 BA2963 § 590.163

The accompanying notes to financial statements are an integral part of this statement.
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YILLAGE OF ONTONAGON
PROPRIETARY FUNDS
STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN RETAINED EARNINGS
Year Ended March 31, 2008

Business-Type

Achivities Governmental
Enterprise Funds Activities
Sewer Water Internal
System System Toial Service Funds
OPERATING REVENUES:
Sales and charges for services B 436,674 § 1,014,718 § 1,451,392 % 198,485
Fines, forfeitures, and penalties 6,277 9,257 15,534 -
Qther revenue 255 7.798 8.053 -
TOTAL OPERATING REVENUES 443206 _ 1,031,773 1474979 198.485
EXPENSES:
Salaries, wages, and fringe benefits 44,171 241,327 285,498 37,921
Suppiies, materials, and other 675 80,939 81,614 18,538
Repair and maintenance 439 7,433 7,872 20,205
lnsurance 6,672 22,650 29,322 2,838
Utilities 32,135 50,925 83,060 14,835
Other services and support 6,045 31,911 37,956 575
Depreciation 3254967 364,739 619.706 75.613
TOTAL OPERATING EXPENSES 345,104 769924 _ 1.145.028 170,545
OPERATING INCOME (L.OSS8) 98,102 231,849 329,951 27,940
NON-OPERATING REVENUES (EXPENSES):
Lass on disposal of assels {374) - 374) -
Inferest income 10,363 31,799 42.162 9,748
Inicrest expense (1215227 {140.352) _ {261,874) -
TOTAL NON-OPERATING REVENUES (EXPENSES) (115,533) _ (108,559) 220,086 9,748
NET INCOME (LOSS) {13,431} 123,296 109,865 37,688
RETAINED EARNINGS (DEFICIT), BEGINNING OF YEAR 376,519 707,483 1,084,002 302,840
ADJIUSTMENTS TO FUND EQUITY:
Add depreciation on contributed capital fixed assets 89.206 311,751 400,957 -
RETAINED EARNINGS (DEFICIT), END OF YEAR 5 452204 §1.142.530 § 1.594824 § 340.528

The accompanying notes to financial statements are an integral part of this statement.
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VILLAGE OF ONTONAGON
PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS

Year Ended March 31, 2008

CASTI FLOWS FROM OPERATING ACTIVITIES
Receipis from customers 5
Payments to suppliers
Internal activity -- receipts (payments) to other funds
Payments to employees
(ther receipts (payments)

Net cash provided by operating activities

CASH FLOWS FROM NONCATPITAL FINANCING ACTIVITIES
Operating subsidies and transfers to ather funds

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Capital contributions
Purchases of capital assets
Principal paid on capital debt
Interast paid on capital debt

Net cash {(used) by capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest and dividends

Net cash provided by investing activities

Net (decrease) in cash and cash equivalents
Balances -- beginning of the year

Balances — end of the year b

Reconciliation of operating income (loss) to net cash provided
(uscd) by operating activities:
Operating income (loss) %
Adjustments to reconcile operating income to net cash provided
{used} by opeerating activities:
Degpreciation expense
Cheanges in assets and liabilities:
Receivables, net
Accounts and ather payables
Accured expenses

Net cash provided by operating activities 3

Business-Type Activities Governmental
Enterprise Funds Activities
Sewer Water Internal
Systemn Svstem Service Funds
418,762 & 1,000,778 % 254
(41,844} 182,197 (58,127
(4,120} 22,329 198,231
(44,571} (243,25&) (37.223)
236 7.798 -
328.463 560,794 103,135
{3,301 {2.53%9) 54
1 - -
- (40,739) (91,132)
(69,000 {235,000 -
{121,527 {140,352) -
{150.523) {416,091) (91,132
10,363 31.799 9,748
10,363 31.799 9,748
145,002 179,041 21,805
474,424 1,073,910 335,439
619.426 3 1252951 8§ 357.244
98,102 % 231,849 § 27,940
254,967 364,739 75,613
(24,189) (22,201) -
4V (11,664} {1,116)
{4001 £1,929) 698
328463 % 360,794 & 103,135

The accompanying notes to financial statements are an integral part of this statement.
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VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Village of Ontonagon, Michigan, conform to generally accepted accounting principles for
local governmental units as prescribed by the Governmental Accounting Standards Board and the American Institute of
Certified Public Accountants, The fallowing is a summary of the more significant policies:

REPORTING ENTITY

The Village of Ontonagon is incorporated under the laws of the State of Michigan and operates under an elected couneil
form of government.,

As required by generally accepted accounting principles, the financial statements of the reporting entity include those of
the Village of Ontonagon (the primary government) and its component units. The component units discussed below are
included in the Village's reporting entity becausc of the significance of their operational or financial relationships with
the Village. The criteria and guidelines of Governmental Accounting Standards Board Statement Number 14 The
Reporting Entity are utilized to determine that all applicable entities are included in the combined financial statements of
the Village. The primary criterion for inclusion is the degree of oversight responsibility over such entities by the Village's
clected officials. This responsibility includes financial interdependency, selection of governing authority, selection of
management, ability to significantly influence operations, and accountability for fiscal matters. Additional criteria that
are considered even if there is no significant aversight responsibility are an entity's scope of public service and special
financing relationships between a particular agency and the reporting entity.

Based upon the application of these criteria, the following is a brief review of each potential component unit addressed
in defining the government’s reporting entity: '

Downtown Development Authority - the Downtown Development Aunthority (DDA) is a separate legal entity; however,

the Village is financially accountable for the DDA. Therefore, the DDA is included with the Village financial statements
using the "discrete presentaiion method."

Ontonagon Housing Commission - the Village is not financially accountable for the Housing Commission nor does it have
a significant relationship. Therefore, the Housing Commission is not included as part of the Village reporting entity.

The Ontonagon Housing Commission is audited separately by another suditor, These audits are under separate cover.
Copies of these audits may be obtained from the Ontonagon Village manager.

DISCRETELY PRESENTED COMPONENT UNITS

The combined financial statements include the financial data of the Village's component unit, the Downtown Development
Authority (DDA). This unit is reported in a separate column to emphasize that it is legally separate from the Village,

MEASUREMENT FOCUS. BASIS OF ACCOUNTING AND FINANCIAL STATEMENT PRESENTATION

Government-Wide Financial Statements - The statement of net assets and the statement of activities display information
about the Village as a whole. These statements distinguish between activities that are governmental and those that are
considered business-type. These statements exclude fiduciary activities such as pension and agency funds.
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VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The government-wide financial statements are prepared using the economic resources measurement focus and the accrual
basis of accounting as further defined under proprietary funds below. This is the same approach used in the preparation
of the proprietary fund financial statements but differs from the manner in which governmental fund financial statements
are prepared. Therefore, governmental fund financial staterments include a reconciliation with brief explanatians to better
identify the relationship between the government-wide statements and the statements of governmental funds,

The government-wide statement of activities presents a comparison between expenses and program revenues for each
different identifiable activity of the business-type activities of the Village and for each governmental program. Expenses
are those that are specifically associated with a service or program and are therefore clearly identifiable to a particular
function. Program revenues include charges paid by the recipients of the goods or services offered by the programs and
grants and contributions that are restricted to meeting the aperational or capital requirements of a particular function.
Revenues which are not classified as program revenues are presented as general revenues, The comparison of program

revenucs and expenses identifies the extent to which each function is self-financing or draws from the general revenues
af the Village.

Internal activity is limited to interfund transfers which are eliminated to avaid "doubling up" revenuss and expenses. Net
assets are reported as restricted when constraints placed on net asset use are either externally imposed by creditors (such
as through debt covenants), grantors, contributors, or laws ot regulations of other governments or imposed by law through

constitutional provisions or enabling legislation. The net assets restricted for other purposes resull from special revenue
and capital projects and the restrictions on their net asset use.

Fund Financial Statements - Fund financial statements report detailed information about the Village. The focus of
governmental and enterprise fund financial statements is on major funds rather than reporting funds by type. Each major

fund is presented in a separate column. The two major governmental funds are each presented in a single columm on the
governmental fund financial statements,

The Village reports the following major governmental funds:

General Fund - The General Fund is the government's primary operating fund. It is used to account for all financial
resources of the general government, except those required to be accounted for in another fund.

Road Fund - This fund is accounting for the roads and streets activities from tax generated revenue.

Fire Fund - Fire protection activities major revenue source is properly tax revenue from Village and Ontonagon
Township.

Additionally, the Village reports the following non-majer governmental funds: Major Street, Local Street, Fire, Marina,
and Rental Rehab.

Entecprise Funds - Enterprise Funds are used to account for operations (a} that are {inanced and operated in a manner
similar to private business enterprises where the intent of the governing body is that the costs (expenses, including de-
preciation) of providing goods or services to the general public on a continuing basis be financed or recovered primarily
through user charges; or (b) where the governing body has decided the periodic determination of revenues earned,
expenses incurred, and/or net income is appropriate for capital maintenance, public policy, management control, account-
ability, or other purposes. The Water and Sewer Funds are enterprise type funds.

Internal Servige Funds - Internal Service Funds are used to account for the financing of goods or services provided by one
departiment or agency te other departments or agencies of the Village or to other gavernments, on a cost reimbursement
basis, The Village maintains one Internal Service Fund, which is the Equipment Fund.
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VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continuved)

Accrual Method

The government-wide financials statements are reparted using the economic resources measurement focus and the accrual
basis of accounting, as are the fiduciary fund financial statements. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes are recognized as
reventes in the year for which they are levied. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

Modified Accrual Methad

Governmental fund financial statements are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable and available,
Revenues are considered to be available when they are collectible within the current period or scon enough thereafter to
pay liabilities of the current period. For this purpose, the Village considers revenues fo be available if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when a liability is incurred,
asunder accrual accounting, However, debt service expenditures, as well as expenditures related to compensated absences
and claims and judgments, are recorded only when payment is incurred,

Property taxes, state revenue, and interest associated with the current fiscal period are all considered to susceptible to
accrual and so have been recognized as revenues of the current fiscal period. All other revenue items are considered to

be measurable and available only when cash is received by the Village.

Other Accounting Policies

Cash and Cash Equivalents - The Village's cash and cash equivalents include checking, money market, certificates of
deposits, and savings accounts.

The Village reports its investments in accordance with GASB Statement No. 31, Accounting and Financial Reporting for
Certain Investments and for External Investment Pools and No. 40, Deposits and Investment Risk Disclosures. Under these
standards, certain investments are valued at fair value as determined by quoted market prices, or by estimated fair values
when quoted market prices are not available. The standards also provide that certain investments are valued at cost (or
amortized cost) when they are of a short-term duration, the rate of return is capital, and the Village intends to hold the

investment until maturity. Accordingly, investments in banker acceptances and commercial paper are recorded at
amortized cost.

State statutes authorize the Villags to invest in U.S. government obligations, certificates of deposit, commercial paper,
repurchase agreements, bankers acceptances, and with some restrictions, mutual funds. An Attorney General's opinion
states that public funds may not be deposited in financial institutions located in states other than Michi gan., The Village
does have an investment policy that meets state statutory regulations.

Restricted assets - Certain eash accounts are classified as restricted assets on the balance sheet because theiruse is imited.
In the Enterprise Fund, the "Bond Requirements” accounts are used for the payment of current debt obligations.

Receivables and Pavables - In general, cutstanding balances between funds are reported as “due to/from other funds.”

All receivables, including property taxes receivable, are shown net of allowance for uncollectibles.
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VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Property Taxes - Property taxes are levied on July 1. The Village collects its own property taxes until September 14, at
which time collection is turned over to Ontonagon County for collection.

The tax rate to finance general Village government services for the year ended March 31, 2008, was $11.00 per $1,000
oftaxable value. AtJuly 1, 2007 taxable valuation was $34,944,493 which compited to $377,265 taxes levied. Additional
millage was levied county-wide for road improvements which amounted to $163,523 for the Village Road Fund.

Capital Assets - Capital assets, which include land, buildings, equipment, site improvements, and vehicles are reported
in the applicable governmental activities colummn in the district-wide financial statements, Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. All costs relating to the construction of facilities
are capitalized, including salaries, employee benefits, and bond interest costs. Donated capital assets are recorded at

estimated fair market value at the date of donation. Costs of normal repair & maintenance that do not add to the value or
materially extend asset lives are not capitalized.

Depreciation on property and equipment is computed using the straight-line method aver the estimated useful lives of the
related assets,

Buildings and additions 20-50 Years
Vehicles end equipment 5-10 Years
Furniture and other 5-10 Years

Fund Equity - The unreserved fund balances for governmental funds represent the amount available for budgeting future
operations. Unreserved retained earnings for proprietary funds represent the net assets available for future operations or
distributions. Reserved fund balance for governmental funds represent that portion of fund equity which has been legally
segregated for specific purposes and/or does not constitute current available spendable resources. Reserved retained
earnings for proprietary finds represent the net assets that have been legally identified for specific purposes.

Contributed capital - The Village follows the policy of reducing contributed capital in the equipment, water, and scwer
fund for an amount equal to the yearly depreciation on assets acquired or constructed with such contributed capital. This
policy is based on the premise that future replacement of these facilities will be funded by the users who benefit from the
facilities and not current users through the current rate structure, At March 31, 2008, Federal, State and Local centributed
capital of $13,891,422 has heen reduced by an aggregate of $2,050,034 The current year amortization is $400,957.

Inventory - Inventory is valued at cost as determined on the first-in, first-out method for the Water Fund. All other finds

the Village utilizes the purchase method of recording inventories of materials and supplies, Under the purchase method,
inventories are recorded as expenditures when they are purchased.

Estimates - The preparation of financial staternents in conformity with generally accepted accounting principles requires

management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

Encumbrances - Encumbrances are defined as commitments related to unperformed contracts for goods and services. The

Vitlage does not record encumbrances in the normal course of operating its accounting system and none are recorded in
the accompanying financial statements.

Compensated Absences - The liability for compensated absences reported in the government-wide statements consist of

unpaid sick leave balances, AsofMarch 31, 2008, accrued unpaid sick pay totaled $52,153. Accrued sick time is payable
upon termination of employment or retirement.




VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Long-term Obligations - In the government-wide financial statements, long-term debt and other long-term obli gations are
reported as liabilities in the statement of net assets.

NOTE B - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

a. In February, the Village Manager submits to the Village Council a proposed operating budget for the fiscal year

commencing the following April 1, The operating budget includes proposed expenditures and the means of financing
them,

b. A public hearing is conducted to obtain taxpayer comments.
c. Prior to April 1, the budget is legally enacted by resolution.

d. The Village Manager is authorized to transfer budgeled amounts between departments within any fund, however, any
revisions that alter the total expenditures of any fund must be approved by the Village Council.

&. Formal budgetary integration is employed as a management control device during the vear for the General Fund and
Special Revenue Funds,

f. Budgets for the General and Special Revenue Funds are adopted on a basis consistent with generally accepted
accounting principles.

All budget appropriations lapse at year end. Budgetary amounts reported herein are as originally adopted, or as amended
by the Village council throughout the operating year.

In accordance with the State of Michigan Budgeting and Accounting Ae, the Village must adopt an annual operating
budget for the Genera! and Special Revenue Funds.

In the body of the financial statements, the Village's actual expenditures and budpeted expenditures for the budpetary funds

have been shown on a functional basis. Violations, if any, far the general fund are noted in the required supplementary
information section.

NOTE C - CASH AND CASH EQUIVALENTS

Primery Govermnent

At year-end, the Village's cash deposits (checking, savings and certificates of deposit) were reported in the basic financial
statements in the following categories:

Governmental Proprietary Total Primary
Activities Funds Government
Cash $ 1,584,359 § 1873377 % 3,456,776

Credit Risk - State law limits investments to specific government securities, certificates of deposits and bank accounts
with qualified financial institutions, commercial paper with specific maximum maturities and ratings when purchased,
bankers acceptances of specific financial institutions, gualified mutual finds and qualified external investments pools as
identified in the list of authorized investments below. The Village’s investment policy does not have specific limits in

excess of state law on investment credit risk. The rating for each investment are identified above for investments held at
year end.
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VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE C - CASH AND CASH EQUIVALENTS (Continued)

Custodial Credit Risk - Deposits ~ In the case of deposits, this is the risk that in the event of a bank failure, the Village’s
deposits may not be returned to it. State law does not require and the Village does not have a policy for deposit custodial
creditrisk, AsolMarch3], 2008, $2,657,529 of the Village’s bank balance of $3,465,392 was exposed to custodial credit
risk because it was uninsured and collateralized.

Michigan law authorizes the Village to deposit and invest in:

a.

Bonds, bills, or notes of the United States; obligations, the principal and interest of which are fully puaranteed by the
United States; or obligations of the State. In a primary or fourth class Village, the bonds, bill or notes shall be payable
at the option of the holder upon not more than 90 days natice or, if not so payable, shall have maturity dates not more
than 5 years afier the purchase dates.

- Certificates of deposits issued by the State or national bank, savings accounts of a state or federal savings and loan

assaciation, or certificates of deposit or share certificates of a state or federal credit union organized and authorized
to operate in this State,

Comimercial paper rated prime at the time of purchase and maturing not more than 270 days after the date of purchase.
Securities issued or guaranteed by agencies or instrumentalities of the United States, United States government or
federal agency obligation repurchase agreements, and bankers’ acceptance issued by a bank that is a member of the
federal deposit insurance corperation.

Mutual funds composed entirely of investment vehicles that are legal for direct investment by a Village.
Investment pools, as authorized by the surplus funds investment pool act, composed entirely of instruments that are
legal for direct investment by a Village. The Village will minimize custodial credit risk, which is the risk of loss due
to the failure of the security issuer or backer, by; limiting investments to the types of securities allowed by law; and

pre-qualifying the financial institutions, broker/dealers, intermediaries and advisors with which the Village will do
business,

Conmponent Unit

Downtown Development Authority - At March 31, 2008, the book value of demand deposits, consisting primarily of

checking and certificates of deposit, was $80,639, One hundred percent (100%) of the deposits are insured by the Federal
Deposit Insurance Corp. {FDIC) at March 31, 2008, per FDIC regulation number 330.8.

NOTE D - TRANSFERS AND INTERFUND BALANCES

For the year then ended, interfund transfers consisted of the following:

Fund Transfer Qut Fund Transfor In
Gencral 3 10,000 General 3 5,000
Road Fund 105,000 Major Strect 160,000

Marina 10,000
TOTALS 3 115,000 TOTALS g 115,009

The transfers from the General Fund and other non-major governmental funds to the Major and Local Street Funds and

other non-major gavernmental funds represents the use of unrestricted resources to finance these programs, in accordance
with budgetary authorizations.
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VILLAGE OF ONTONAGON

NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE D - TRANSFERS AND INTERFUND BALANCES (Continued)

The amounts of interfund balances at March 31, 2008 are as follows:

26

Interfund Interfund
Fund Receivable Fund Payable
(General 5 68,516 Road 3 44410
Marina 3,791
Rental Rebab 100
Local Street 14,5592
Egquipment 157
Fire 2,055
Sewer 34101
68,516 Subtotal 68,516
Major Sireet 13,828  General 13,829
Fire 5080 Road 5,080
Wheter 23,022 General 1,179
Sewer 21,843
23,022 Subtolal 23,022
Equipment 15,118 Water Fund 15,118
TOTALS $ 125,565 TOTALS % 125,565
NOTEE - RECEIVABLES
The detait of receivabies at March 31, 2008 are as follows:
Special Total Primary
Reeeivables General Revenue Enterprise Goveriunent
Accounts 0 8 G $ 166,289 kY 166,289
Taxes 20,065 50,440 0 70,505
Total receivables 20,065 & 50,440 ¥ 166,289 5 236,794
NOTE F - CAPITAL ASSETS
Capital Asset activily of the Village's governmental activities was as follows:
Heginning Additions Deletions Ending
Land b 718,885 § 0§ 05 718,885
Land improvements 14,080 0 0 14,080
Building and additions 1,586,622 30,916 4] 1,617,538
Equipment and furniture 922,212 15,964 300 937,876
Vehicles 658,858 70,087 21,000 707,945
Roads and streeis 1.269,577 622,370 0 1.891,947
Subtotal 5.173.234 % 739337 % 21,300 5,888,271
Accumulated depreciation:
Land improvements 293 704 D 957
Building and additions 808,958 472,244 0 851,202
Equipment and furniture 726,322 48,473 300 774,495
Vehicles 445993 51,896 21,000 476,389
Reads and streets 852,810 95,993 0 948,803
Subtetal 2,834,376 % 239310 § 21,300 3,052,386
Net capital asscls & 2,335,858 5 2,835 8BRS



VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE F - CAPITAL ASSETS (Continued)

Depreciation expense was charged to governmental activities of the Village as follows:

General Fund 3 41,056
Equipment Fund 75,613
Major Streets Fund 92,016
Local Streets Fund 3977
Fire Fund 26,332
Marina Fund 3l6

£ 238310

The components of property, plant, and equipment in Village proprietary funds at March 31, 2008 are summarized as
follows:

SEWER FUND Beginning Additions _ Deletions Ending
Buildings 3 5,554 § 08 0% 5,554
Equipment 39,959 0 12,308 27,151
Land improvements 16,533 0 0 16,533
Vehicles 3,315 0 3,315 0
Utility system 7.823.685 0 0 7,823,683

Subtotal 7,889,046 § 0 s 16,123 7.872,923
Accumulated depreciation:
Buildings 1,180 § 185 § a 1,365
Equipment 35,887 2,466 12,435 25,918
Land improvements 2,849 0 0 2,849
Vehicles 3,315 0 3,315 0
Utility system 2,220,546 252,315 0 2472861

Subtotal 2,263,777 8 254.966 § 15,750 2,502,993
Net capital assets $ 5,625,269 5 5,369,930

WATER FUND Beyninning Additions Deletions Ending
Buildings 5 240,426 § 03 0% 240,426
Equipment 57,816 H 8,349 49,467
Lund 20,600 ) o 20,000
Lines 17,646,233 40,739 0 17,686,972
Vehicles 59,193 0 7,152 532,041

Subtotal 18,023,668 §__ 40.739 § 15,50 18,048,906
Accumulated depreciation:
Buildings 230,819 § 4,809 § 0 235,628
Eguipment 43,225 5,824 8,349 40,700
Lines 1,964,853 349,931 H 2,314,784
Vehicles 41,217 4,175 7,152 38,240

Subtotal 2,280,114 § 364.739 § 15,501 2,629,352
Net capital assets 3§ 15,743,534 ¥ 15,419,554
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VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE F - CAPITAL ASSETS (Continued)

EQUIPMENT FUND Beginning Additions Dieletions Ending
Equipment h3 707,203 § 5,587 % 300 8 712,480
Buildings 0 15,458 H 15,458
Vehicles 300,163 70,088 21,000 549.251

Subtotal 1,207,366 §_ 91.133 § 21,300 1,277,199
Accumulated depreciation:
Equipment 564,381 % 38,899 § 299 602,981
Buildings 0 6R7 0 687
Vehicles 440,703 36,027 21,000 455730
Subtotal 1,005,084 8 75,613 § 21,299 1,059,398
Net capital assets ) 202,282 3 217,801

NOTE G - RESERVES AND RESTRICTED ASSETS - PROPRIETARY FUNDS

Sewer Fund - The ordinance authorizing issuance of the 1996 and 1997 Sanitary Sewage Disposal System Revenue
Bonds required that specific accounts be established and monies deposited as follows:

Bond and Interest Reserve Account - Quarterly transfers are to be made equal to 4 of the next interest payment due
plus Ya of the next principal payment due,

Bond Reserve Account - Excess funds of up to $4,830 per quarter are to be transferred to this account until $194,000
is accumulated,

Water Fund - The ordinance authorizing issuance of the 2004 General Obligation Limited Tax Bonds, require that s Bond
Reserve Account be established and quarterly transfers to be made equal to % of the next interest payment due plus %

of the next principal payment due. In addition, the repair, replacement and improvement account will continue to be
maintained,

At March 31, 2008, the Village had cstablished these accounis and had restricted cash, as required, as follows:

REQUIREMENTS Amount Funded
March 31, Additions March 31, gﬁ;g‘;&‘sgﬁ
2007 {deletions) 2008
SEWER FUND
Bond and interest reserve accownt 3 16,750 & 5300 i 17,250 § 141,034
Bond reserve account 193,225 775 194,000 194,000
209,975 1,275 211.250 335,034
WATER FUND
Bond debt retirement fund 167,557 4R1 168,038 358,367
8 377,532 0§ __ 1.756 p 379288 § §93,601
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VILLAGE OF ONTONAGON
NOTES TO FINANCIAL STATEMENTS - MARCH 31, 2008

NOTE H - LONG-TERM DEBT

ENTERPRISE FUNDS

1996 Sanitary Sewage Disposal System Revenue Bonds - On October 2, 1996, the Village of Ontonagon authorized the
sale of Sanitary Sewage Disposal System Revenue Bonds in the amount of $3,000,000. The bonds were issued with an

interest rate of 4.5% per annum with principal amounts payable September 1 and interest payable semi-annually on
September 1 and March 1.

Repayment of principal and interest in bi-annual payments summarized by vear is as follows:

Year Ended Principal Interest
March September September Mareh Total
2005 b 46,000 3 58973 B 57,982 8§ 162,955
2010 47,060 57,983 56,947 161,830
2011 50,000 56,948 55,890 162,838
2012 52,000 55,890 54,763 162,655
2013 55,000 54,763 53,595 163,260
2014 56,000 53,595 52,357 161,952
2015 60,000 52,358 51,097 163,455
2016 62,000 51,098 49,747 162,845
2017 65,000 49,748 48,352 163,100
2018-2022 370,000 226,508 218,520 815,028
2023-2027 457,000 183,038 173,266 813,244
2028-2032 574,600 129,107 116,754 814,861
2033-2037 712,000 61,560 43,377 816,937

5 2,606,000 B 1,081,571 3 1,032,580  § 4,730,160

1997 Sanitary Sewage Disposal System Revenue Bonds - On June 26, 1997, the Village of Ontonagon authorized the sale
of Sanitary Sewage Disposal System Revenue Bonds in the amount of $493,143, The bonds were issued at an interest rate

of 2.25% per annum with principal amounts payable October | and interest payable semi-annually on April 1 and October
1.

Year Bnded [nferest Principal

March 31 April October October Total
2009 3 3,017 3 3017 3 25000 § 31,034
2010 2,735 2,735 25,000 30,470
2011 2,454 2,454 25,000 29,908
2012 2,173 2,173 25,000 29,346
2013 1,892 1,892 25,000 28,784
2014 1,610 1,610 25,000 28,220
2015 1,329 1,329 30,000 32,658
2016 992 992 36,000 31,984
2017 654 654 55,000 56,308

TOTALS B 16,856 & 16856 & 263,000 % 298,712
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NOTE H - LONG-TERM DEBT (Continued)

2004 Water Bonds - On June 14, 2004, the Village of Ontonagon refunded the Water Supply System Revenue Bond with
the Michigan Municipal Bond Authority in the amount of $7,370,000. The bonds were issued at an interest rate of 2. 125%
per annum with principal amounts payable October | and interest payable semi-annually on October 1 and April 1.

Year Ended Interest Principal
March 31 April QOclober Octaber Taotal
2005 3 72,557 % 72,557 8 240,000 § 385,114
2010 70,538 70,538 240,000 381,076
2011 68,466 68,466 240,000 376,932
2012 66,341 66,341 240,000 372,682
2013 64,216 64,216 240,000 368,432
2014 62,038 62,038 240,000 364,076
2015 59,807 59,807 245,000 364,614
2018 57,522 57,522 245,000 360,044
2017 55,185 35,185 245,000 355,370
2018-2022 202,983 202,983 1,240,000 1,645,964
2023-2027 136,683 136,683 1,260,000 1,533,366
2028-2032 69,109 69,109 1,290,000 1,428,218
2033-2034 8,370 8,370 523,862 540,602
TOTALS 3 993.815 ¥ 903,815  § 65,488,862 § 8,476,492

LONG-TERM DEBT ACCOUNT GROUP

1998 Loan of Federal Funds - Payable to Michigan Jobs Commission - In 1998, the Village of Ontonagon entered into
a $315,000 loan contract with the Michigan Jobs Commission for the purpose of Renaissance Zone Industrial Park, The
loan has been amended to a non-interest loan and extension of the project to March 31, 2008. The debt {(up lo 90%) will
be forgiven at the rate of $20,000 for each qualifying net new job created and added to the existing job base, Adjustment

for new jobs created will be done at the end of the project peried. Principal payments have been set at §1,065.57 par
quarter.

Year Principal
2009 3 4,262
2010 4262
2011 4,262
2012 4,262
2013 4,262
2014 4,262
2015 4,262
2016 42462
2017-2021 268,117

TOTAL § 302,213
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NOTE H - LONG-TERM DEBT (Continued)

The aggregate amount of maturities on long-term debt for Enterprise Funds:

Year Ended Principal Interest Tatal
2009 3 311,000 % 268,103 3 570,103
2010 312,000 261,476 573,476
2011 315,000 254,678 569,678
2012 317,000 247 683 504,683
2013 320,000 240,576 560,576
2014 321,000 233,248 554,248
2015 335,000 225,727 560,727
2016 337,000 217,873 354,873
20017 365,000 209,778 574,778
2018-2022 1,610,000 850,994 2,460,994
2023-2027 1,717,000 622,610 2,346,610
2028-2032 1,864,000 384,079 2,248,079
2033-2037 1,235,862 121,677 1,357,539
3 9,359,862 § 4,145,502 5 13,505,364

The following is a summary of the changes in the long-term debt for the year ended March 31, 2008:

Balance Balance Current

03/31/67 Increase Decrease (3/31/08 Maturities
1996 Sanitary Sewage Bonds 3 2,650,000 § 0 3 44000 §$ 2606000 § 46,000
997 Sanitary Sewage Bonds 290,600 v} 25,000 265,000 25,000
2003 Water Bonds 6,723,862 { 235,000 6,488,862 240,000
Sub-Total Enferprise Funds 9.663.862 0 304,000 9.359.862 311,000
Michigan Jobs Commission 306,475 0 4,262 302,213 4,262
Accrued Sick Leave 53,417 0 1,264 52,153 0
TOTAL § 10,023,754 § 0 8 309,526 § 5714228 % 315,262

NOTE I - SEGMENT INFORMATION FOR ENTERPRISE FUNDS

The Village maintains two Enterprise Funds which provide sewer and water services. Segment information for the year
ended March 31, 2008 is as follows:

Sewer Water

Operating Revenues $443,206 $1,031,773
Depreciation $254,967 $364,739
Operating Income (Loss) 398,102 §231,849
Non-operating Revenue (Bxpense) (3111,534) (5108,553)
Net Income {Loss) {813,432} $123,296
Property, Plant, and Equipment:

Additions 50 540,739

Deletions $16,123 815,501
Net Working Capital (Deficit) $231,028 3278,238
Total Assets £6,053,101 516,809,862
Total Equity 83,146,005 $10,290,207
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NOTE J - PENSION PLANS

Plan Description: The Village's defined benefit pension plan provides retirement and disability benefits, annual cost-of-
living adjustments, and death benefits to plan members and beneficiaries, The Village participates in the Municipal
Employees Retirement System of Michigan (MERS), an agent multiple-emplayer plan administered by the MERS
Retirement Board. ActNo. 427 of the Public Acts of 1984, as amended, cstablishes and amends the benefits provisions
of the participants in MERS. The Municipal Employees Retirement system of Michigan issues a publicly available
financial report that includes financial statements and required supplementary information for MERS. That report may
be obtained by writing to the Municipal Employees Retirement System of Michigan, 1134 Municipal Way, Lansing,
Michigan 48917, by calling (800) 767-6377 or at http://www.mersofmich,com.

Funding Policy: The Village is required to contribute to the plan at an actuarially determined rate. The current rate, as
a percent of annual covered payroll, is 15.43% for general employees and 13.19% for administrative empioyees. Village
employees are not required to coniribute, The contribution requirements of the Viliage are established and may be
amended by the Retirement Board of MERS. The contribution requirements of plan members are established and may
be amended by the Village, depending on the MERS contribution program adepted by the Village.

Annual Pension Cost: For the year ended March 31, 2008, the Village's required and actual pension cost was $71,624.
The annnal required contribution percentage was determined as a part of the actuarial valuation on December 31, 2007,
using the entry age normal cost method, Significant actuarial assumptions used include a net investment rate of return
on assets of 8 percent per year compounded annually, projected salary increases of 4.5 percent per year compounded
annually due to inflation, and additional projected salary increases ranging from 0 to 4.5 percent per year depending on
anage to reflect meritand longevity. The actuarial value of assets was determined using techniques that smooth the effects

of short-term volatility over a four-year period, Any unfunded actuarial liability is amertized by a level percent of payroll
confributions over a period of 30 years.

Three-year Trend Information:

Fiscal Year Ended March 31 2006 2007 2008
Annual pension cost (APC) § 66460 § 67378 § 71,624
Percentage of APC contributed 100% 100% 100%
Net pension obligation 5 0 S 0 5 0

Valuation as of December 31

2045 2006 2007
Actuarial value of assets $1.810,035 % 1,911,089 514,283,972
Actuariol accried linbility (entry age) 32,484,826 § 2,549,264 $15491,408
Unfunded actuarial liability (UAAL) 3 674,791 § 638,175 § 1,207,436
Funded ratio 73% 75% 92%
Cavered payroll § 346410 § 362,620 I 363,831
UAAL as a percentage of covered payroll 169% 152% 286%

Ontonagon Memuorial Hospilal became a private entity as of November 1, 2007. Liabilities and assets associated with the
former members of Division 3 of Ontonagon Memorial Hospital were transferred to the Village. The unfunded accrued
liability of the plan as of December 31, 2007 was $522,756.

The Village’s liability will be reduced with monthly payments of $2,549 starting May 31, 2008. MERS will be sending
monthly invoices for this liability.
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NOTE K - DEFERRED COMPENSATION PLAN

The employees of the Village are allowed to contribute on a voluntary basis to a deferred compensation plan through
payroll deductions. The plan is made available to all eligible employees by authority of Section 457 of the Internal
Revenue Code (IRC), and is administered by PEBSCO. Employees may set aside and invest portions of their current
income to meet their financial requirements and supplement their retirement and social security benefits,

Due to changes in the Internal Revenue Code, the Plan’s assets are considered to be the property of the Plan’s participants
and are no longer subject to the Village’s general creditors. Also, as the Village relies on a third party for administration

and investment management of the plan, the Village is no longer required to repart the 457 plan asscts on its fnancial
statements,

NOTE L - COMPONENT UNIT

Downtown Developmient Authority (DDA) - As discussed in Note A concerning the reporting entity, the DDA s
considered a component unit of the Village of Ontonagon for financial reporting purposes.

The DDA has a loan with Ontonagon County for the Speculation Building. The balance at March 31, 2008 was $224,875.
A detail of the of the debt schedule is located on page 56.

NOTE M - RISK MANAGEMENT

The Village is exposed to various risks of loss refated to torts; theft of, damage 1o, and destruction of assets; errors and
omissions; injuries to employees; and natural disasters. The Village manages its liability workers® compensation and
property risk, by participating in Michigan Municipal Risk Management Authority Liability and Property Pool, a public
entity risk pool providing property and liability coverage fo its participating members. The Village pays an annual
premium for its insurance coverag